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THE CRISIS AND PANIC OF 1907 

IN this article it is my purpose, not to narrate the interesting 
events of 1907, but to state briefly what seem to be the 
causes and conditions which made those events practically 
inevitable, and to consider what may be done to make such 
events less liable to occur in the future. 

As there is some confusion in the popular use of the terms 
crisis and panic, it seems best to state clearly the sense in which 
they are used in this paper. A crisis is the culmination or 
turning-point of a period of prosperity, and is always followed 
by a period of liquidation, during which business contracts and 
the prices of commodities and securities decline. It is essen- 
tially an event connected with the use or abuse of capital. A 
panic is a temporary paralysis of a country's credit system and 
may be caused by any conditions which undermine the confi- 
dence on which credit is founded. A crisis is not always 
attended by a panic, and panics sometimes occur in years not 
marked by crises. For example, in the summer of 1903 there 
was a crisis in the investment of capital in corporate enterprises, 
but there was no panic. On the other hand, in 1896, near the 
end of the long period of liquidation following the crisis and 
panic of 1893, President Cleveland's Venezuela message caused 
a small stock-market panic in Wall Street. When a crisis is 
not attended by panic phenomena, the course of the subsequent 
period of liquidation is normal and entirely satisfactory: the 
necessary readjustment of prices and wages is made, speculative 
enterprises collapse, and weak business houses go into bank- 
ruptcy, but concerns which have managed their affairs with 
prudence suffer only a temporary reduction of profits. When 
panic attends a crisis many really solvent business houses are 
crushed. Crises are doubtless inevitable, for the conditions 
leading up to them could be prevented only by a more than 
human combination of sagacity and discretion. Panics, how- 
ever, are unnecessary ; they are almost invariably the product 
of remediable defects of the credit system. 
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The crisis of 1907 took place in January, the panic in 
October. The crisis was a world-wide affair, being felt in all 
countries where gold was the standard money. The panic was 
a local manifestation, being confined to the United States. 

Of the economic forces at work during the last decade, that 
which will probably appear to historians the most important is 
the great increase in the gold supply with the resultant rise of 
prices. The facts are too well known to need re-statement. 
Beginning in 1887 there was a steady increase in the world's 
annual output of the yellow metal, and since 1897 tne produc- 
tion has been at a rate which would have caused dismay had it 
been predicted ten years before. In 1890, according to statis- 
tics compiled by the director of the mint, the world's supply of 
gold available for monetary use was less than $4,000,000,000. 
In 1907 it exceeded $7,000,000,000. At the same time, based 
upon this gold, there was a gigantic expansion of banking 
credit. In the United States, bank deposits (including those of 
savings banks) increased between 1890 and 1907 from $6,000,- 
000,000 to $19,000,000,000, and practically all of this expansion 
took place after 1897. According to computations made by 
the comptroller of the currency the item of individual deposits 
in national and state banks increased from $7,000,000,000 in 
1900 to $13,000,000,000 in 1907. During the same period, 
the advance beginning in 1897 an ^ ending in January, 1907, the 
average prices of commodities in gold-standard countries rose 
some forty per cent. In the stock market the upward move- 
ment of prices during those ten years was still greater. Ac- 
cording to computations made by Mr. James H. Brookmire of 
St. Louis, who bases his calculations on the quotations of 
twenty representative railroad stocks, the lowest point was 
touched in December, 1896, when the average price was 41. 
From then until the end of the Boer War in 1902 there was an 
irregular advance to 130. In the fall of 1902 began a decline 
in stocks which continued until September, 1903, the lowest 
point which these stocks touched being 88. Then began a 
more rapid upward movement, continuing through 1904 and 
1905, the highest point, 138, being reached in January, 1906. 
Throughout 1906 the prices of these stocks barely held their 
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own. A rapid downward movement began in January, 1907, 
until in March they touched 98 ; then they advanced until July, 
when a decline began which finally carried them during the 
October panic down to the lowest point of 82. 

It is very difficult to escape the conclusion that all this ad- 
vance of prices and expansion of credit must in the main be 
attributed to the great increase in the world's stock of gold. 
This prosperous decade had much more than its share of unto- 
ward events which were calculated to restrict enterprise and 
hold credit in check. There were, for instance, our own war 
with Spain in 1898, England's war against the Boers in 1900 
and 1 90 1, the Russo-Japanese War in 1904 and 1905, the 
anthracite coal strike in 1902, and the Baltimore and San 
Francisco conflagrations. Despite all these events and others 
of a similar character, which tended to waste capital and destroy 
the confidence of conservative men in the business outlook, the 
tide of prosperity rolled on almost without check until the 
beginning of 1907, prices advancing, the stock market booming, 
bank clearances swelling, the average man convinced that good 
times, being deeply rooted in natural conditions, would persist 
so long as the sun shone and the rains fell. 

This prosperity was by no means confined to the United 
States. It existed in Canada on the same scale as here, and in 
a lesser degree throughout Europe and in the countries of 
South America, in which large sums of European capital were 
invested. For example, the loans of Canadian banks rose 
from $225,000,000 in 1896 to $712,000,000 in 1907. The 
total bank clearings of the United States increased from 
$51,000,000,000 in 1896 to $160,000,000,000 in 1906; the 
clearings at London rose from .£7,500,000,000 to nearly £13,- 
000,000,000; and the Paris clearings from 7,000,000,000 to 
nearly 18,000,000,000 francs. This growth in bank clearings 
is a reflex, of course, of the great increase in the production 
and exchange of goods, the statistics of which need not be 
presented here. 

During all this marvelous prosperity, as in all previous sim- 
ilar periods, silent forces were at work that were destined to 
bring about a reaction. Foremost among these was the in- 
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sistent demand for capital for conversion into fixed forms. 
There are no reliable statistics showing total capital outlays in 
this country or in Europe. We know, however, that in the 
United States the capital needs of corporations, as indicated by 
the listing of stocks and bonds on the New York Stock Ex- 
change, averaged over a billion dollars a year, the total in 
1901 alone having been two and a half billion dollars. These 
figures, however, mean very little. What is much more sig- 
nificant is the fact that the absorption of capital during the last 
ten years in railroads, in the construction and enlargement of 
industrial plants, in subways and tunnels, in the development of 
South American enterprises, combined with the positive de- 
struction of capital in three very costly wars, caused a marked 
advance in the rate of interest and a corresponding decline in 
the prices of first-class bonds. In 1897 prime commercial 
paper sold in New York City at from three to three and one- 
half per cent. In 1904 it sold at from four to five per cent. 
In 1906 and 1907 the rate was often seven per cent, and the 
average was fully six per cent. The Bank of England, except 
for brief intervals, has maintained rates ranging from four to 
six per cent for the ten years, and finally in 1907 it advanced its 
rate, as the result of the panic in the United States, to seven 
per cent. The rates of interest at other European financial 
centers were correspondingly high. The most spectacular evi- 
dence of the shortage of investment money in Great Britain 
was furnished by the decline of consols to 83. 

In the United States the extent to which capital was absorbed 
by long-time investments is shown by the statistics of banks 
and trust companies. According to Mr. Muhleman, 1 the 
national and state banks of the United States increased their 
ownership of stocks and bonds from $50,000,000 in 1892 to 
$487,000,000 in 1907, while the amount held by trust com- 
panies increased from $142,000,000 in 1894 to $785,000,000 
in 1907. Furthermore, the loans of trust companies, which 
are largely secured by stocks and bonds, increased in the same 
period from $374,000,000 to $1,602,000,000. When a bank 

1 Monetary and Banking Systems, 1908, pp. 81, 132. 
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lends upon stocks and bonds as collateral it is encouraging the 
investment of capital in corporate enterprises. Practically the 
bank's own money is being locked up in long-time investments. 

During 1905 and 1906 there came to light evidence that a 
considerable portion of the public was willing to take long 
chances in real estate, in mines and in numerous other enter- 
prises of a speculative nature. This tendency did not amount 
to mania and was by no means confined to the United States. 
In Europe, in South America, in Japan and in Egypt there 
were signs that people with money were dissatisfied with the 
comparatively small returns yielded by high-priced railroad and 
industrial stocks and were seeking to get rich quickly by par- 
ticipation in schemes of problematical outcome. It is doubtful 
if this speculative diversion of loanable funds deserves to be re- 
garded as an important antecedent condition of the crisis, yet it 
was probably a contributing cause. 

Meantime the banking situation was steadily growing worse. 
In 1897 tne cash reserves of commercial banks and trust 
companies in the United States amounted to about 18 
per cent of the net liabilities. Thereafter there was a steady 
decline until 1907, when the cash reserve had dwindled to 
10 per cent. Mr. Muhleman in a new edition of his 
Monetary aud Banking Systems — a most intelligent and satis- 
factory manual of financial statistics — gives on page 107 a 
table showing a decline in total bank reserves from 17.9 per 
cent in 1897 to 11.3 in 1907. In the same table he shows that 
the amount of money and bank deposits " in the hands " of the 
people increased during this period from $4,000,000,000 to 
over $11,000,000,000. The decline in the ratio of banking 
reserve was due principally to two circumstances : ( 1 ) the 
growth of trust-company deposits, supporting which there was 
a reserve of barely five per cent; (2) the relatively smaller cash 
reserves kept in the country banks, many of these institutions 
having been tempted by high rates of interest to invest heavily 
in call loans and time paper in New York city. It is true that 
the amount of cash in the vaults of country banks increased 
after 1897, yet their liabilities grew in greater proportion. 
This decline of the country's banking reserve is regarded by 
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some as a sufficient explanation of the crisis. In my opinion, 
however, it can be regarded merely as evidence that the lend- 
ing power of the banks was severely strained, and that any 
further great extensions of credit were therefore impossible. 
The country's low bank reserve in 1906 certainly meant that 
the country's business could not go on booming and expanding 
as it had done in the preceding years, but it did not necessarily 
presage disaster. The situation, however, was bad enough to 
make every conservative man careful as to his ventures. If in 
1906 the banks of the country could have had competent 
leadership and could have been made to see the necessity for 
the careful husbanding of their resources and for the restriction 
of their advances upon high-priced collateral, the year 1907 
would probably have passed without any great financial shock 
or serious loss to business interests. Unfortunately, however, 
there was no leader. 

Another weakness in the banking situation lay in the relative 
decline of the ratio of capital and surplus to liabilities. The 
banking laws in this country do not require that a bank's capital 
shall bear any definite relation to the amount of its liabilities, 
yet from some points of view such a requirement would be more 
reasonable and more useful than the well-known reserve require- 
ments. As a result, our banks are in the habit of expanding 
their business without regard to the amount of their capital 
investment, the latter seldom being increased except when the 
directors believe that in this way the institution can win greater 
favor with the public. After 1897 there was considerable in- 
crease in the total of banking capital and surplus in the United 
States, but it was not proportionate to the immense expansion of 
banking liabilities. 1 

1 The following table shows changes in the ratio of capital to liabilities in the case 
of national banks between 1897 and 1907. The figures indicate millions of dollars. 

1897 igoy 

Capital 642 896 

Surplus 247 548 

Ud divided profits 86 1 86 

Total capital account 975 1 ,630 

Deposits (individual) 1,669 4>3I9 
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If all the conditions above summarized are borne in mind, 
and it is remembered that the advance in the cost of living had 
outrun the increase in wages, so that the lion's share of the new 
wealth created had gone into the pockets of entrepreneurs, 
bankers, brokers and stock speculators, it will seem that a 
period of reaction and quiet was inevitable. Among the plain 
people of the country the farmers were the only class decidedly 
richer in 1907 than in 1897. Their crops had been good and 
had been sold at high prices. At a distance from the conta- 
gion of extravagance prevailing in the cities, they had in a 
measure maintained the economies taught them during the hard 
times from 1893 to 1897. ^ n tne cities, on the other hand, the 
wage-earning and salaried classes, as their incomes grew, had 
increased their expenditures, partly from necessity and partly 
because a higher standard of living seemed justifiable. This 
situation manifestly could not continue forever. The prices of 
articles of luxury in demand among the rich rose above the 
normal, and were certain to decline the moment the unusual 
profits of enterprise and speculation began to cease. On the 
other hand, the prices of the necessaries and comforts of life 

Loans and discounts 1,898 4,678 

Total liabilities 3,446 8,390 

Bonds held against circulation 228 567 

Ratio capital, surplus etc. to deposits 58 38 

Ratio capital, surplus etc. to loans 51 35 

Ratio capital, surplus etc. to total liabilities 28 19 

Percentage of capital in bonds 34 63 

In 1897 the total capital investment of bank stockholders equalled 28 per cent of 
total liabilities; in 1907 it was only 19 per cent. The increase of the capital invest- 
ment in bonds to secure circulation from 34 to 63 per cent cannot be viewed with 
satisfaction, for it indicates a relative decline in the banks' control of quick assets, 
their power to satisfy the demands of depositors being thereby lessened. 

Between 1894 and 1907 the capital investment of state banks increased from 
$346,000,000 to $753,000,000, and the deposits from $658,000,000 to $3,069,000,- 
000; the ratio of capital to deposits declining from 52 to 24. The trust companies 
make a better showing. Their capital and surplus increased from $172,000,000 in 
1894 to $674,000,000 in 1907, and their deposits from $471,000,000 to $2,062,000,- 
000; the ratio of capital to deposits declining only from 36 to 32. 

Taking together the totals for national banks, state banks and trust companies, we 
find that the percentage of capital and surplus to total assets declined from 28 in 
1894 to 19 in 1907. 
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could not long be maintained above the level warranted by the 
incomes of the working classes. 

The crisis which began in January, 1907, was the effect 
primarily of the exhaustion of capital funds by wars, industrial 
and general business requirements and speculation ; and it was 
more severe in this country than elsewhere because our banking 
institutions had made unduly heavy advances on securities, had 
suffered their cash reserves to dwindle to the danger point and 
had not properly increased their assets by the enlargement of 
their capital and surplus accounts. The crisis was marked at 
the start by a rapid decline of stocks in the month of January, 
1907 — a decline that was not checked until the end of March. 
This drop of stocks, which has passed into history as the "silent 
panic," was due in the main to the fact that certain large inter- 
ests were obliged to sell and that there were no buyers willing 
or able to pay the high prices at which stocks were quoted at 
the beginning of the year. During 1906, on account of needs 
that seemed imperative, railroads and other corporations had 
subjected the money market to intense strain by their issues of 
new stocks and bonds. As business was active in Europe, the 
Bank of England had been forced to raise its rate of interest to 
six per cent in order to protect its gold reserve. Railroad 
earnings had been large during 1906, but Congress had passed 
the Hepburn Rate bill and among investors there was a fear 
that the future of railroads was under a cloud. The important 
factor, however, was the shortage of capital as compared with 
the vigorous demand for it from merchants and manufacturers 
all over the country. The country banks, in order to take care 
of their home customers, were obliged to drop their loans on 
securities, and these had to be sold by the owners, for the New 
York banks were unable to make advances on them. 

The situation was, in many respects, similar to that which 
prevailed in 1903, when the New York banks found themselves 
burdened with collateral of declining value. There had then 
been two years of great activity in the stock market and large 
issues of the stocks of industrial corporations had been under- 
written and put upon the market. The financiers had over- 
estimated the capacity of the public to digest securities. In 
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other words, there was then a shortage in the supply of invest- 
ment funds and an imperious need for money in business, which 
made necessary the withdrawal of support from Wall Street. 
That crisis was temporary in its effects, being confined mainly 
to the financial market. Nevertheless, for a year the country's 
business ceased to expand, some industries were obliged to 
curtail operations, and the total of failures was unusually large. 

The crisis of 1907, if our banking system could have stood 
the strain, would probably have been only a little more severe 
than that of 1903. In 1907 the country's business was more 
expanded ; the prices of securities and of commodities were 
higher ; debts were bigger ; there were in existence more new 
enterprises whose prosperity depended on the continuance of 
boom times ; and more money was locked up in unproductive 
real estate and worthless mining stocks. All this meant that a 
more painful and probably longer period of liquidation was 
necessary than in 1903 ; but there should have been no panic; 
no sudden or general shut-down of factories, no long list of 
failures, no army of unemployed men. We should have had a 
year or two of enforced economy, of sagging commodity prices, 
of part-time employment of labor and of reduced dividends, 
but not a year or more of worry and distress. 

There are several good reasons why this critical year might 
have been lived through without panic and without a single 
sound concern being pushed to the wall. I shall stop to men- 
tion only two of them. 

First, the great industries of this country are in very strong 
hands. Whatever may be the evils of industrial combinations, 
there can be no doubt about one of their great benefits : they 
bring the greatest industrial wisdom the country possesses to 
bear upon the employment of capital. We may not approve of 
all their policies nor of some of their methods, yet we must 
admit that the men who are managing the dozen great railroad 
systems of the United States and the great industrial combina- 
tions in steel, copper, leather and other important staples, are 
vastly better qualified for their work than were the thousands 
of small men who were in control, and were working at cross 
purposes with one another, in the same fields twenty years ago. 
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This is a matter which the public does not generally under- 
stand. Everybody admits that capital is timid ; yet the average 
man fails to see that, since the timidity of capital must make it 
eager to avoid unnecessary risks, it must follow that the large 
owners of capital will be willing to entrust the management of 
their affairs only to men of the clearest heads, strongest wills 
and highest characters. The day of the financial pirate and 
freebooter in the United States has come almost to an end. 
This is not recognized by the American people, and President 
Roosevelt may have some doubt about it, but I, for one, am 
convinced that it is so. And it is because the great manu- 
facturing and transportation interests of this country are now 
under the direction of our ablest business men, who know and 
would avoid the evils of fluctuating prices, panics and unem- 
ployed labor, that I believe the capital and stock market crisis 
of 1907 would have brought no great shock to this country if 
our banking and currency system had not been inherently and 
fundamentally unsound. 

A second great strengthening force, which was lacking in 
1893, is found in the financial condition of the agricultural 
classes. Twenty years ago the western farmer was carrying 
heavy mortgages. To-day he belongs to the capitalist class. 
Farmers have profited by the rise of prices during recent years : 
they have gotten out of debt and have saved money. The panic 
of October caused very little disturbance in rural communities, 
and the subsequent depression of industry has given the farmer 
little concern. That the agricultural classes are in good con- 
dition is indicated by the fact that bank clearings in the smaller 
western and southern cities were almost as large in June, 1908, 
as during the same month in any previous year. As farming 
is our basic industry, so the farmer is our most important con- 
sumer. Since he is now in an easy condition, our industries 
are not likely to suffer long from a weak demand for their 
products. 

The reader will be justified in inferring from the foregoing 
that I do not regard the panic of 1907 as a great industrial and 
financial cataclysm, such as were the panics of 1873 and 1893. 
I certainly do not. On the surface, the events of 1907 were 
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more startling, more spectacular, more unexpected than the 
events of either 1873 or 1893. There was a greater fall of 
prices in the stock markets; rates of interest here and in the 
great centers of Europe were lifted higher; there were more 
evidences of popular excitement, more runs upon banks, larger 
issues of emergency currency, more hoarding of money and a 
longer period of bank suspension. All these phenomena, 
however, are superficial. They can be produced at any time 
by unreasoning fright. They tell no story whatever with re- 
gard to the fundamental conditions of trade and industry. 

The panic itself was the product of a combination of circum- 
stances : the exhausted lending power of banks, their lack of 
organization and unity, the crop-moving demand for cash and, 
finally, a public with nerves set on edge by the insurance 
scandals, Mr. Lawson's romance about the " system," President 
Roosevelt's tirades against predatory wealth and various dire 
prophesies uttered by leaders in financial and industrial affairs. 

Among the panic-producers we must also reckon the cur- 
rency reformers It is astonishing how little the average 
business man knows — or did know two years ago — about the 
way banks are run. About two years ago the newspapers 
began to take an interest in the currency. Their editorials and 
articles, showing how dependent every bank is upon the sol- 
vency of other banks, how helpless all would be in case of a 
panic, and how the magnificent total of their deposits repre- 
sents a gigantic indebtedness created by loans and many 
times exceeding the amount of cash in the country, undoubt- 
edly possessed for many readers an unsuspected " news " value. 
" What would happen if all the depositors wanted their money 
at the same time?" That question was in people's minds more 
than ever before, and there was only one answer — panic. 

In a country having a model banking system — such a system 
as experience has thus far shown to be best — no combination 
of evil conditions could cause general loss of confidence in 
banks. On the other hand, under the banking system of the 
United States, no augmentation of cash reserves and no guar- 
anteeing of deposits will save us from panic. Unless the re- 
serves equaled one hundred per cent of deposits, in which case 
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the bank would cease to be a credit institution and become a 
mere safe-deposit vault, the time would come when frightened 
people would question the ability of the guarantor and insist 
upon the conversion of their deposits into cash. Our banks 
had an abundance of cash last October, but millions of it were 
hoarded where it was not wanted, and the other millions were 
so scattered among 16,000 institutions that there was weakness 
and terror everywhere and strength and confidence nowhere. 
If, when the Knickerbocker Trust Company closed its doors, 
our bankers had displayed confidence and had adopted a 
liberal policy toward borrowers, the day might have been saved : 
or if the Clearing House banks of New York had supported 
the Knickerbocker Trust, as the Bank of England supported 
the Barings in 1890, there would probably have been no 
panic. However, we have no right to blame the country banks 
because they grabbed all the money in sight, nor the New 
York banks because they let the Knickerbocker go down. Both 
banks and depositors were in the meshes of a system, not the 
bogy system of Mr. Lawson, but an artificial, law-imposed sys- 
tem, which made it impossible for the strong to succor the 
weak or for the weak to utilize their own resources in self- 
defence. 

The remedy lies, not in tinkering up the present system, not 
in compelling country banks to carry larger cash reserves in 
their own vaults, not in a law compelling city banks to accumu- 
late large reserves in the spring and summer, but in the crea- 
tion of a new system of banking, of which existing banks shall 
be coordinate, independent units. The October panic made 
perfectly clear two great banking needs: (1) an elastic cur 
rency; (2) financial solidarity. 

By elasticity of the currency nothing more is meant than that 
the banks, or some of them, should possess the right to utilize 
their credit as a common medium of exchange. Fortunately 
for the banks, and for business interests as well, the Ameri- 
can people are not at all discriminating or particular in their 
notions as to the meaning of the words cash and money. That 
was proved during the panic by the cheerful alacrity with which 
they absorbed the emergency currency of small banks, clearing 
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houses and business corporations. That our banks should have 
the legal right to do what they did outside the law during the 
panic is now pretty generally admitted. How that right can 
be given them without raising the menace of inflation is the 
question to be solved. It is not easy to solve. A banking cir- 
culation cannot be elastic unless the country's currency is at all 
times saturated with bank notes, and not then unless the banks 
are unable in ordinary times to get into circulation all their 
authorized quota of notes. As the people of the United States 
are now using nearly a billion dollars of paper " money," all of 
which is good in banking reserves, being directly or indirectly 
redeemable in gold, it is evident that any scheme to create an 
elastic currency to be issued by national banks must take into 
account the danger of inflation resulting from the substitution of 
bank notes for this billion of " lawful money." It was one of 
the merits of the Fowler bill — favorably acted upon last winter 
by the House Committee on Banking and Currency — that it 
recognized and sought to avoid this peril. The bill aimed so 
to enhance the privileges and advantages of national banks as to 
make probable the nationalization of many state banks and trust 
companies and the impounding in their reserves of a large part 
of the " lawful money " now in the hands of the people. 
Critics complained of the complexity of this bill. Complex it 
certainly was ; but its complexity was no greater than that of 
the problem it aimed to solve, for it sought to obtain both elas- 
ticity and security merely by amendment of the present system. 

There is only one simple, sure and safe way out of our finan- 
cial wilderness, and that is the way pointed out by the special 
currency committee of the New York Chamber of Commerce 
in 1906, namely, a central bank of issue under government 
control. Of such a bank the greenbacks and silver certificates 
would essentially be note liabilities, for it would be responsible 
for their redemption in gold. Its branches, taking the place of 
the present sub-treasuries, would collect and disburse moneys 
for the government without interference with the loan market. 
To the banks it would be an instrument for the immediate con- 
version of prime assets into cash. To the people, on account 
of its immense reserve of gold, its note-issuing power and its 
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prestige as a government institution, it would seem an inde- 
structible bulwark of finance, an unassailable guardian of 
national solvency. It is frequently objected that the United 
States has twice experimented with such a bank, and that both 
experiments were unsuccessful. As a matter of fact, the first 
and second banks of the United States were not government 
banks. They were private institutions endowed with valuable 
special privileges, and they failed to win the undivided support 
of the public because of the possibility that they might be admin- 
istered solely for the advancement of the political and financial 
interests of private citizens. Our experience with these two 
banks should warn us against the adoption of the Bank of 
England as a model, but it furnishes no evidence whatever that 
an institution like the Bank of France would not be in accord 
with our political conditions as well as beneficial to our financial 
and business interests. 

The Vreeland-Aldrich compromise, the latest effort of Con- 
gress at the improvement of the National Bank Act, promises 
very little of good or evil. Its good feature is its recognition 
of commercial paper as a suitable basis for banknote issues, but 
the machinery provided for getting out the emergency currency 
is so cumbersome and the tax on the notes so heavy that the 
act will probably prove of little avail in lessening the financial 
stringency of the crop-moving period. As a shield against cur- 
rency panics it will probably prove a complete failure. In fact, it 
weakens rather than strengthens the situation of the banks in a 
panicky time. Last fall, the law providing no way of relief, 
the banks promptly put forth an emergency currency less costly 
than the Vreeland-Aldrich notes and quite as acceptable in the 
localities where they were needed. The law, furthermore, 
is defective in that it fails to provide a way for the voluntary 
withdrawal of banks from a " national currency association," 
so that a bank that has once availed itself of the privileges of 
the act must, even though it retire all its own notes, continue 
liable in part for the notes of other banks. This defect will 
doubtless keep some of the strongest banks from even testing 
the doubtful advantages of this act. 
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